When Asian Small and Medium-Sized Family Firms Spread Their Wings by TAN, Wee Liang
Singapore Management University
Institutional Knowledge at Singapore Management University
Research Collection Lee Kong Chian School of
Business (Open Access) Lee Kong Chian School of Business
1-2008
When Asian Small-and Medium-Sized Family
Firms Spread Their Wings
Wee Liang TAN
Singapore Management University, wltan@smu.edu.sg
Follow this and additional works at:http://ink.library.smu.edu.sg/lkcsb_research
Part of theEntrepreneurial and Small Business Operations Commons, and theStrategic
Management Policy Commons
This Journal Article is brought to you for free and open access by the Lee Kong Chian School of Business at Institutional Knowledge at Singapore
Management University. It has been accepted for inclusion in Research Collection Lee Kong Chian School of Business (Open Access) by an authorized
administrator of Institutional Knowledge at Singapore Management University. For more information, please emaillibIR@smu.edu.sg.
Citation
TAN, Wee Liang, "When Asian Small-and Medium-Sized Family Firms Spread Their Wings" (2008).Research Collection Lee Kong
Chian School of Business (Open Access).Paper 1777.
http://ink.library.smu.edu.sg/lkcsb_research/1777When Asian Small- and Medium-Sized
Family Firms Spread Their Wings
Wee-Liang Tan, Singapore Management University
INTRODUCTION
Small- and medium-sized family businesses proliferate in much of Asia. In
the face of globalization, many will need to venture overseas to find new
markets or to reduce operating costs. 
Overseas venturing has been a particularly challenging issue for
small- and medium-sized enterprises (SMEs). Smaller firms usually have
limited resources to perform due diligence in evaluating potential inter-
nationalization opportunities. These organizations rarely have name
recognition beyond their home markets. In addition to new competitors,
they are likely to encounter market and regulatory uncertainties in new
territories. Although centuries of Chinese Diaspora have led to the current
presence of ethnic Chinese communities across much of Asia, expanding
to other culturally similar Asian markets remains a great challenge even
for Asia-based firms.
There are standard prescriptions for any SME seeking to go abroad from
its home country, yet there are factors that they need to be alert to because
of their unique characteristics. In addition, a family firm’s strategy, organi-
zational structure, culture, and developmental stage are intertwined with
its international characteristics, and each area involves different facilitating
or restraining factors (Gallo and Sveen 1991). Recent empirical research has
shown mixed results for family firms’ tendencies to engage in internation-
alization. While American family firms demonstrate a high propensity to
venture overseas (Zahra 2003), family businesses in many countries are
more reluctant to internationalize than non-family firms (Fernandez and
Nieto 2006, Gallo and Pont 1996) and studies have shown that internation-
alization is negatively related to family ownership. 
There are those who might argue that family businesses ought to focus
on their core businesses and not even venture abroad and that trans-border
business should not be engaged in except to import products for distribu-
tion in their home countries. This prescription might seem strange but it
serves the purpose of being a starting point for our discussion. The justifi-
cation for such advice stems from the preference of owners of family firms
to maintain a strong family presence in their businesses. This argument is
probably the most common among family firms that choose to stay small
instead of pursuing growth opportunities.
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 However, with very few exceptions, most of the family firms in modern
market economies are not exempt from the forces of globalization. The
owners and family managers of these organizations cannot ignore the
increasing importance of emerging overseas markets or cost reduction
opportunities. At the same time, their domestic markets are being opened
to foreign rivals. 
What are the steps family businesses should take? What pitfalls should
they try to avoid in their internationalization efforts? There is certainly no
standard answer to these questions. However, the success of international-
ization is closely associated with how owners address the challenges of
globalization. 
CHALLENGES OF FAMILY FIRM GLOBALIZATION
Venturing overseas requires resources. Size and the lack of resources,
whether financial, manpower, information, or others, are some of the
biggest hurdles when a SME tries to venture abroad. If a firm does not even
have enough resources for its domestic operations, going abroad is less
likely to be a viable strategic choice. The tendency to avoid using external,
non-family resources further limits most of Asian small- and medium-
sized family firms’ ability to venture overseas. Most Asian family firms are
characterised by a requirement for family involvement in the business in
addition to their ownership of the business. They are accustomed to hav-
ing things done their own way and, like entrepreneurial firms, may be
stuck in this pattern. If a family business owner, for instance, is reluctant to
rely on external financing, it would be difficult to start anything overseas
when the family has insufficient funds to finance the venture. However,
there are small- and medium-sized family firms successfully crossing
national boarders by balancing the needs of resources and external
dependence. Drawing on my experiences as advisor and consultant to fam-
ily firms in the last two decades, I can identify five common practices
among successfully internationalized Asian family firms. 
Matching Overseas Location with Family Leadership
There is a strong tendency in most Asian family firms to place family mem-
bers in leadership positions. As such, when venturing abroad, it is
extremely difficult to venture very far since there is a need for a family
member to take a leadership role. When a Singapore family business
entered Bangladesh to establish an Internet service provider, it was only
possible because the founder’s younger son was able to fly frequently to
Bangladesh to develop the business and keep regular tabs on what was
transpiring. This involvement proved to be fruitful only because the oper-
ations did not require the son’s continued constant presence. He could
return home to spend time with his young family as soon as he was able
to hire host country staff to work on the new venture. In another family
business involving the distribution of spirits and provisions, the family
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 divided in half to manage each business. The youngest cousin in the half
managing the distribution of spirits spearheaded new family ventures
with new vineyards and labels. 
What about those who do not have children or family members ready
to make the sacrifices of expatriate living or constant travelling? What
about the families where the children are still young but the overseas
opportunities beckon? 
To spread their wings, family businesses would need to involve others
in managing or initiating their foreign operations. Not doing so would
cause international operations to be limited in number or scale. It may
require family members to make their rounds to supervise the various
international offices. This is not unheard of. One family business founder
in Singapore is away 80 percent of his time visiting operations in Malaysia,
Indonesia, and the Philippines. He is growing the business so that his
daughter can inherit it.
Hiring External Talent
Although family businesses often begin by taking risks, after surviving the
start-up they tend to become insular with a conservative outlook, and con-
servative outlooks often lead family businesses owners to opt for the safe
and sure approach to internationalize their operations. 
Family businesses need to be mindful of such conservatism. This ten-
dency might cause them to dismiss opportunities overseas out of hand,
when they should be given consideration. Hiring external experts is usu-
ally a good practice to mediate the impact of a family business’ conserva-
tive outlook, because outsiders bring new perspectives to decision-making.
When the outsider is an expert in the target market/region, he/she will be
able to make enquiries with relevant sources of information such as trade
associations, chambers of commerce, related government agencies, consult-
ants, and other points of contact. 
There are two aspects of conservatism. The first is business owners’
preference to have family members assume business leadership when
appropriate candidates are available. Second, the families’ conservative
outlooks are linked to one of their strengths when their businesses are start-
ing out—frugality—which often leads to smaller and simpler modes of
entry that require less commitment. Unless the situation warrants it, the
family firm would not start an overseas operation that requires a wholly
owned subsidiary abroad. The cheaper option in terms of resources would
be used. If the business traded, they would rely on agents or distributors
they trusted. If the situation warranted it, as in the case of Lam Hong Leong
Pte Ltd, as it was then known, they dispatched a son to head a new start-
up in Bangladesh. The start-up was in an unrelated business to facilitate
business in construction materials. The family value of frugality is also
linked to risk averseness in business assessment. One Singapore family
business with sufficient funds turned down an opportunity to acquire a
retail toy chain franchise in Indonesia. While there is always political risk
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 associated with international expansion, the family firm would not even
consider this opportunity. As it turned out, the franchisee was in financial
difficulty and ultimately went into bankruptcy. The family business could
have had a stake in a franchise which would have been inexpensive
because the business seller was in financial difficulty. The outcome might
have been different if the family firm had hired an independent consultant
to assist in evaluating the acquisition target. 
Practicing International Cooperation
Most multinational enterprises when venturing overseas will deploy their
managers in the overseas venture or employ host country nationals to man-
age their business; however, small- and medium-sized Asian family firms
are often reluctant to hire new external experts. Even when they hire out-
side personnel, these may not be senior management, but managers who
gain the business owners’ trust and confidence do rise to leadership. Loyal
employees can become pseudo-family members. Because of their conser-
vatism, family businesses do not make for good pay masters as they are
often caught up in their bootstrapping and frugal ways. For this reason,
unless they are large and professionally managed concerns, family busi-
nesses are not the employers of choice for most professional managers.
Difficulty in attracting qualified managers for the functional areas is a com-
mon complaint. 
In such settings, there is little wonder that internationalization is diffi-
cult for family firms, for they are reluctant to hire new managers to manage
overseas ventures. If they deploy their own managers, they lose their assis-
tance in their domestic operations. If they choose managers they can spare,
these might not be the best managers for the overseas venture. Another
family business I have worked with did not wish to lose its management
team by assigning it to Jakarta to oversee a start-up that distributed its
many products. Insisting that managers go to Jakarta against their wishes
would have meant they would leave the team. So Mr. Tan opted to send
them on a weekly rotation basis to supervise the operation for a year at
which time he found an Indonesian manager competent enough to handle
the operations which by then had proper systems and practices in place. 
There is also a need to provide for the other aspects of expatriation that
frugal family businesses may not be prepared to offer: housing, medical
expenses, travel of family members, educational subsidies for children,
annual return trips to home, or spousal allowance, among others. Experts
in internal human resource management stress the need for expatriate and
repatriate training when deploying managers for overseas operations. It is
unlikely that SME family firms will have the resources for the level of
development that is needed to deploy a manager abroad. International
cooperation thus becomes an option to address this challenge. 
Cooperation may take the form of joint ventures, strategic alliances, dis-
tribution agreements, or simply long term arrangements where purchases
or supplies are provided by the same “partners” (this word being used
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 loosely). Such cooperation would allow the family firm to share resources
with the “partner” and hence overcome resource constraints associated
with overseas operations. It would provide for the sharing of risks as well.
The advantages of cooperation also accrue in granting the family firm
access to markets and distribution channels and the market knowledge that
most enterprises entering new markets require. Family businesses need to
overcome their reluctance to work with others in order to break into new
territories. In truth, the range of possible cooperative arrangements is wide
and entails differing levels of commitment and risk. The use of long-term
purchasing arrangements is one that would prove to be useful.
Building Social Capital 
Family businesses can be insular in their associations with others. Family
firms have a tendency to limit their discussion of key business decisions to
their narrow circle of family members, friends, and close business associ-
ates. Their internationalization efforts will be restricted if they confine their
consultations to this narrow circle. They need to move beyond their imme-
diate family circle and social network to seek prospective partners and con-
tacts, because the networks that one has developed locally are very often
irrelevant when doing business overseas. The exception arises when mem-
bers of domestic networks are engaged in the same overseas markets and
are prepared to assist, but much depends on the usefulness of networks for
the purposes intended by the family businesses in the foreign markets.
Alpcord Network in India, a travel operator, was able to extend into the
conference arena when they attracted a new associate who had the neces-
sary social networks. When the founder was able to invite his brother into
the business, they were then able to enter the medical tourism arena, draw-
ing upon the brother’s network in the pharmaceutical and medical circles
(Monga 2008). 
My interactions with family businesses indicate an emphasis on the
activity of networking rather than on the networks. As new entrants to new
markets, they found ways to identify potential business contacts and to get
involved with trade associations, forums, and organizations in the new
markets. Networking leads to new social interactions with the potential of
identifying fruitful new relationships.
Being Prepared
Although family firms may choose to ignore overseas development and be
content with the progress at home, it is important for family business own-
ers and managers to re-examine their business models and markets every
now and again because the tendency to stay in a rut that is comfortable is
ever present. In the face of globalization and the opening of markets both
at home and abroad, some forms of internationalization should be incorpo-
rated in the strategic planning process of family firms. Such preparation
might include exploring potential markets where their products or services
might have demand, or seeking new sources of supplies. They ought to
take a look outside their well. 
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 CONCLUSION
Venturing overseas is a major challenge to small- and medium-sized Asian
family firms. The resource requirement for evaluating, planning, and
implementing internationalization strategies is simply too much for many
of them. In addition, the prevalence of the Chinese Diaspora in most of the
east and south Asian economies has transferred strong family values to the
hosting societies. International expansion is therefore more than a business
decision. It is essentially a strategic choice about where the family firm and
the family are heading. 
Despite the apparent difficulties, many small- and medium-sized Asian
family firms have successfully established international presences or have
effectively reduced their cost structure through internationalization. In this
article, I proposed five practices to set up and manage overseas operations
for these family-owned companies. Globalization is a threat and an oppor-
tunity. Family firm owners/managers can effectively increase the odds of
success by attending to the issues of location, external talent, international
partnerships, networking, and organizational preparedness.
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